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C ube Energy Corp. is a publicly traded 


Canadian controlled Corporation whose HIGHLIGHTS 


business is the exploration for, and the develop- 
ment and production of natural gas and oil 
reserves. All of Cube’s assets are located in 
Western Canada and are mainly comprised of 
producing natural gas properties. 

Cube operates and maintains a con- : 

ines : ease Gas Production 

trolling interest in a majority of its programs. 
The Corporation also manages interests in Oil Production 
common properties for joint venture Cash Flow 
participants. Earnings 


Successful Drilling Program For 
Gas Reserves 


Gas Production Commencing From 


Three New Areas 
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REPORT TO SHAREHOLDERS 


; hree major factors have dramatically al- 
tered Cube Energy Corp.'s corporate profile 


over the past three years. They are that: 

1) the oil price fall of 1986 altered the economics of 
oil prospects in the Corporation’s traditional 
areas, forcing it to look elsewhere for 
attractive ventures, 

the deregulation of the natural gas industry 
allowed the entry of new players into a business 
traditionally dominated by a select group of 
companies, and 

Cube was able to raise equity funds in the 
form of a $2,000,000 flow-through issue in 
1987 to initiate a program principally centered 
on exploration for natural gas reserves. 

This annual report to shareholders of Cube 
for the fiscal year ending July 31, 1989 details 
some of the changes that have occurred to date 
and outlines certain aspects of the Corporation’s 
projected development. 

Events of Cube’s fourth quarter clearly 
demonstrate that the Corporation is now mainly 
a natural gas company versus having previously 
been predominately an oil production company. 
On a barrel of oil equivalent basis (10 Mcf = 
1 barrel), approximately 75 percent of Cube’s 
current production is gas. 

Yearly average production of gas and oil 
both increased to 2068 Mcf per day and 125 barrels 
per day respectively. The increases achieved 
in our fourth quarter were even more relevant. 
Fourth quarter production was 3,899 Mcf per day 
and 120 barrels per day, or 510 barrels of oil 
equivalent per day. 

Cube’s net asset value now stands at 
$10,143,139 using a 15 percent discount factor 
and 50 percent of probable reserves. On a fully 
diluted basis this equates to a value of 
$4.88 per share. 

The reported cash flow for the entire 
1989 fiscal year masks the changes that have 
taken place in our fourth quarter. As illustrated 
later in this report, our fourth quarter annualized 
cash flow of $1,742,072 substantially exceeded 
the reported fiscal 1989 cash flow of $936,847. 

Cube participated in the drilling of 21 wells 
during fiscal 1989. Seventeen of these wells were 
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completed as gas wells, one as an oil well and 
three were dry. We also purchased an interest in 
41 gas wells during the year. 

During the 1990 fiscal year we expect to drill 
wells in four of Cube’s existing gas producing areas. 
We also expect to participate in exploration activities 
in up to six new areas. Most of our new plays are 
targeted for gas reserves but we are endeavoring 
to maintain an exposure in oil ventures as well. 

Our philosophy is to invest the bulk of our 
drilling program in low risk ventures. There will 
be a limited exposure to high risk prospects, 
which, if successful, would have a very significant 
positive impact on the Corporation. 

Cube undertook certain corporate actions 
during the year which resulted in the following: 
1) Cube voluntarily delisted from the Vancouver 

Stock Exchange and maintained its listing on 

the Alberta Stock Exchange. 

2) Ashare consolidation and name change from 

First Devonian Explorations Ltd. was completed. 


3) A normal course issuer bid was approved and 
is now available to be utilized over the 
upcoming year. 

These steps were taken to improve our 
shareholders market position and to allow Cube 
greater access to equity financing in the future. 
A Toronto Stock Exchange listing is now under 
consideration. 

Results of our fourth quarter confirm the 
fact that 1990 will be the best ever year for Cube 
in a number of ways. We look forward to the upcom- 
ing year and being able to report substantial im- 
provements to shareholders. Staff are again to be 
commended on last year’s results. With the goals 
set for 1990, we should again experience an 
exciting year. 


Submitted on behalf of the Board of Directors. 


Steven Dobrowolski 


November 15, 1989 President 


EXPLORATION AND DEVELOPMENT 


A s was discussed in last year’s annual 
report, Cube made two changes in its drilling 
program for 1989 versus prior years. Firstly, the 
Corporation restricted its activities to drilling in 
Southern and Central Alberta. Secondly, Cube 
accelerated its shift towards a program targeting 
gas prospects. Both of these changes are in contrast 
to our previous programs in which drilling took 
place in more northerly areas for oil plays. 

Cube participated directly, or indirectly 
through farmout, in a total of 21 wells in fiscal 
1989. Of these wells, 17 were completed as gas wells, 
one as an oil well and three were abandoned. 

The drilling program for gas reserves resulted 
in two new major producing areas for Cube (Atlee 
and Fenn - Big Valley), and one new minor 
property (John Lake) all of which are discussed 
below. Drilling locations which may contribute 
additional gas reserves are present on all three 
properties. As well, we anticipate drilling 
exploratory and development wells on prospects 
being developed in house or jointly with others. 

Cube has an inventory of oil plays which are 
not being actively pursued at this time. The one 
oil prospect drilled was a successful test in the 
Swan Hills Area which is largely responsible for 
our increase in oil production this year. Only oil 
prospects with economics which are equivalent 
to or exceed those associated with our current 
gas plays will be drilled this year. 


Atlee 

Cube has variable interests averaging about 
25 percent ina total of 43 gas wells in the Atlee Area. 
All but two of these wells were purchased over 
the past year through three separate transactions. 
The remaining two wells were drilled by Cube. 

Along with a gathering system and sales line, 
Cube has also acquired an interest in and operates 
a gas plant in Atlee. 


We have an interest in 5,007 net acres 
in this area. It is expected that the Atlee Area 
will be one of the more active ones for Cube over the 
next few years. There are a number of undrilled 
prospects on existing lands that we control. 
Fenn - Big Valley 

As of our fiscal year end, Cube held an interest 
in lands in the Fenn - Big Valley Area on which 
there are nine producing and six shut-in gas wells. 


Three additional shut-in gas wells have been 
completed since year end. 


Cube holds a 33.3 percent working interest in 
various lands in Fenn - Big Valley. Other locations 
will be drilled this year on these holdings. 

Production commenced in May from the 
Fenn - Big Valley Area through our new gathering 
system, sales line, and gas plant. Cube is now in 
the position of improved economics on new ven- 
tures through ownership in the production infra- 
structure. This will allow the Corporation to 
continue with participating in the drilling of a 
variety of projects in the area. 


John Lake 

Two gas wells were drilled in the John Lake 
Area and placed on production during fiscal 1989. 
Cube holds a SO percent working interest in the 
two wells before payout and a twenty-five percent 
working interest after payout. | 


McBride 

Cube operates four producing gas wells in the 
McBride Area. Our working interest varies between 
25 and 43.9 percent in a 4,640 acre block of lands. 

In order to enhance existing production from 
the area, Cube will construct a gas plant this year. 
We will increase gas production from the area 
from three different sources. These include improv- 
ing production rates from. existing producing 
reserves, placing shut-in gas bearing zones on 
production and developing new reserves through 
drilling in the area. Having procured additional 
firm transportation and higher price gas contracts, 
a substantial increase in cash flow is forecast 
from McBride for 1990. As in other areas, we also 
expect there to be outside parties who will utilize 
our system, which will generate processing income. 


Swan Hills 

The bulk of the Corporation’s oil production 
is from the Swan Hills Formation and is deep, high 
quality, and has a long reserve life. Cube holds 
a substantial land position in the Swan Hills, 
Judy Creek and Virginia Hills Areas and operates 
19 oil wells on its holdings. 

One oil well was drilled during fiscal 1989 in the 
Swan Hills Area. Cube holds a 35 percent interest 
in the well, which produces 55 barrels per day. 
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PRODUCTION 


\ / hile production gains were achieved 

in fiscal 1989 over the prior year in 
both gas and oil production, the most important 
aspect of Cube’s production was the escalation 
in gas production achieved at year end. Ona 
barrel of oil equivalent basis (10 Mcf = 1 barrel), 
Cube’s annual production was up by 43 percent 
from 232 Boepd to 332 Boepd. However, our 
1989 fourth quarter production was 510 Boepd. 
This increase was directly attributable to new 
gas production from the Atlee, Fenn - Big Valley 
and John Lake Areas. 

Oil production was up by 18 percent over the 
prior year with production of 125 barrels per day 
for 1989 versus the 106 barrels per day in 1988. 

Gas production was 2,068 Mcf per day in 
1989, up from 1,255 Mcf per day in 1988, which 
is an increase of 65 percent. 


Enhanced gas production from areas such as 
McBride, new production from shut-in reserves 
such as in Fenn - Big Valley and Atlee, and further 
increments from our 1990 drilling program will 
ensure that gas production rates will increase 


RESERVES 


A s a general rule, the Corporation 
updates its reserve figures with an 
independent engineering report every second 
year. Fiscal 1989 is the off year in which we 
have estimated our reserves in house. Several 
independent reports, which were completed 
during the year, along with an update of last 
year’s report were combined to summarize 
Cube’s reserves and values. 


Reserves 


Reserve Category 


Gas Oil 
MBbIl 


11,001 200.5 
70.5 


MMcf 


Sub-Total 
Undeveloped Land 


again in the 1990 fiscal year. Oil production 
should remain somewhat constant with some 
upside due to the possible drilling of certain 
oil prospects. 


The goal that we set in October of 1987, 
when we commenced our $2,000,000 flow-through 
program, was to double production levels on an 
oil equivalent basis from 200 to 400 Boepd. This 
was achieved in our fourth quarter of fiscal 1989 
with sustained production of 510 Boepd. When 
production commences from the shut-in wells 
resulting from the program, Cube’s production 
volumes may exceed 600 Boepd. An active drilling 
program should provide substantial upside to 
these figures. 


Over the past three years, Cube has developed 
in house expertise in all facets of the exploration 
for and production of gas reserves. Within the next 
six months, we will hold an interest in three gas 
plants and will operate two of them. Gas marketing 
is an internal function. This expertise in explora- 
tion, production and marketing has resulted in 
the rapid expansion of our gas production. 


Most of the first part of fiscal 1989 was spent 
in drilling up proven non-producing reserves. There 
were certain new wells drilled during the latter part 
of fiscal 1989 which have added incremental re- 
serves and which have not been included as proven 
reserves; therefore, our numbers are conservative. 
Next year’s report will reflect the development of 
the new reserves in 1989 as well as any additional 


volumes added during the 1990 fiscal year. 


Present Value of Future 
Cash Flow ($M) 
0% 10% 15% 20% 
23,956 14,532 12,260 10,606 
4,635 2,286 e723 1,338 
28,591 16,818 13,983 11,944 
Dae va Zier 2h 


28,868 17,095 14,260 12,221 


FINANCIAL 


C ube’s consolidated statement of earnings 
for the 1989 fiscal year shows substantial 


improvements in a number of areas. Revenue is 
up by 33 percent to $2,372,595. Cash flow has 
increased by 67 percent to $936,847. Earnings 
escalated by 33 percent to $252,847. 

As with Cube’s production rates, the most 
substantial changes in the Corporation’s financial 
statements occurred in the fourth quarter of 1989. 
Revenues from new gas production impacted 
upon cash flow to increase it to an annualized 
level $1,742,072. 

Cash flow per share increased marginally 
from 57¢ to 61¢ per share on a year over year 
basis. However, our annualized fourth quarter 
cash flow was $1.06 per share. 

We have achieved our objective of not increasing 
bank debt over the past two years as it has fallen 
from $1,700,000 to $1,596,264 over that period 
of time. Since 1987 Cube has managed to fund 
tangible expenditures associated with its $2,000,000 
flow-through drilling program, and pay for certain 
acquisitions of producing properties and facilities 
from cash flow, while still retiring a porition of 
its bank debt. Financing of Cube’s share of our 


gas plant in the Fenn - Big Valley Area was by 
way of a lease. Specifics of the lease are set out 
in our financial statements. The McBride gas 
plant may be financed in a similar fashion. 


Shareholders will note that general and 
administrative expenses continue to remain at 
relatively low levels. Our cash flow figures are 
not artificially high due to excessive levels of 
capitalization of these expenses. We have kept the 
number of staff to a minimum while continuing 
to efficiently generate prospects and operate 
properties. Both of these functions allow Cube to 
charge out fees and recover expenses to defray 
our general and administrative expenses. 

Cube’s $2,000,000 flow-through share issue 
was completed in October of 1989. This financing 
was very significant for the Corporation’s devel- 
opment and has placed it on a sound financial 
base with sufficient cash flow to fund a number 
of programs. Since we do have attractive projects 
over and above those which we are able to inter- 
nally fund, we are now discussing with investors 
and joint venturers methods of pursuing these 
projects. By being able to pursue other new 
ventures we will expose shareholders-to other 
opportunities for growth. 


CASH FLOW 
Fiscal 1989 - By Quarter 


Average Number of 
Shares Outstanding 
1,306,350 
1,583,850 
1,608,850 
1,643,850 


Cash Flow 
$119,556 


Annualized 
$ 478,224 
672,568 
854,524 
1,742,072 


Ist Quarter 

2nd Quarter 
3rd Quarter 
4th Quarter 


435,518. 


Annualized Cash 
Flow per Share 
$0.37 
0.42 
O53 
1.06 


ASSET VALUE 


[ sescase were experienced in both total 
asset value and net asset value over those 
reported for the prior year. Total asset value for 
the 1989 fiscal year end at a 15 percent discount 
factor and using S50 percent of probable reserves 
stood at $13,398,500, which was up from $11,006,000 
for 1988. Net asset value also increased from 
$9,045,077 to $10,143,139. 

On a fully diluted basis, Cube’s asset value at 
a 15 percent discount factor currently stands at 
$4.88 per share. 


Net Asset Value 
Asset Value* 
Plus: Other assets....$ 224,980 


$ 224,980 $ 224,980 
$13,623,480 


$13,398,500 


Sub-Total 


Less: Long-term debt. . $1,596,264 
Capital lease... 755,321 
-Non-interest 
bearing 
debenture 
Working capital 
deficiency 


724,724 


$3,480,341 $ 3,480,341 
$10,143,139 


Net Asset Value 


*15% discount factor - 50% of probable reserves 


The growth in Cube’s net asset value was 

lower than in the prior year due to the Corporation 
committing the bulk of its financial resources to 
drilling up proven non-producing reserves and 
to investing in gas production facilities. After 
construction of our McBride gas facility, we 
anticipate that a higher percentage of our funds 
will be applied to drilling, which will again 
provide opportunities for more substantial 
growth in our net asset value. 


CONSOLIDATED BALANCE SHEET 


July 31, 1989 


1989 1988, 
ASSETS 
Current assets 
Cashit cigar casi te lies pale ti Se Ae eee i Lats ie ane Le a ee $ — $: 28,596 
Accountsurecel Valle ata neta. cou tid Houta RUGLAT Lem th amit co eMmE NGI is mec O ame ROR Megane aes 1,475,145 1,079,090 
1,475,145 1,107,686 
Propertyiand equipment (1101 ei2)ah nent eet cect) ecto haton Ba r ae  ee  Pee e 7,852,146 5,479,714 
Other assets: (note:S Mera mee aie ee Sloe Te es a tak de ee oe mee 224,980 214,854 
$9,552,271 $6,802,254 
LIABILITIES 
Current liabilities 
Bank overdtatt scsi seo we Se tin cietides sees = hs a, ene ne a Sa $ 60,211 $ — 
Accounts payable:and accaued ltabilitiesne. 0a) 0c camera ne eee ee ee 1,603,233 L756 739 
Current portionros capitaVleaseminaemw: win secace. suc NaPee sen ener weit Oe 215,733 — 
1,879,177 L738/89 
Capital lease (Wore yen it tssewsccs actecme peal ci Rte, ahatis «anergy ere i ey | —_ 
Long-téerni debt frrotesd) Satara pit footie ice hed asi i taal oc, 12 aa ee er ee 1,596,264 800,000 
Non-interest'bearme debenture (note Gyre on). wie secte t cee ne 724,724 724,724 
SHAREHOLDERS’ EQUITY 
Shidre-Capital (Otero peicie weaves dlbve hemody ae eee bh el ee reefs REC 4,064,876 3239729 
Retained earnings...) istics ety MoU J ewian 2 dette alr te ay Mae ace a ae eS IT aa 531,909 279,062 
4,596,785 3,518,791 
$9,552,271 $6,802,254 


Approved on behalf of the Board, 


~ 


/ ends Director 
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CONSOLIDATED STATEMENT OF EARNINGS 


Year Ended July 31, 1989 


1989 1988 
Revenue 
to BIC GE SESE TERT NG URE ee re Ce en Rt? MIAO Ate cad ee ee Mea cE Cee Oe ein oe $2,000,336 $1,453,333 
Peta TOV olingrax Credit. rd aula you Ame leewew bie. aver teh Ay) peonleni Peach Ub ei tat hb ble 204,195 1 i 
Pr eotouieeseancdr other: airs myer ye reat: eran iret iets treme ia tweets 168,064 153,779 
2,372,595 1,778,227 
Expenses 
OUD CTS NEL 0 RII one oe at a RMR FeSO a 544,589 477,996 
OS RTL Cis go, ge Re Ga a Na at ecm aD mee i ee FP ad CO SRE OT oe 374,870 274,109 
Ree errereretie SACI IS MALIVe see oe ht Sa os Mota als pial Cena aie cle as oes 336,794 321.130 
RM UOT OM OMe O Me ee eee a facil g els 48k 5 Lu hie Gla ae dole we Dw eleaitel @ 8, 152,040 145,592 
Sem CARA MICE C rte ere ree is yc Bored oe s.cilS aie vie saber te atau Ware the 27,455 — 
1,435,748 1,218,827 
One CTC EALCOMTONN OPCLAWODS ore emcees cade mdce «ete ds bse sa ean $e 936,847 559,400 
Charges not requiring funds 
ree SUM een LRM 2's abet Ar Site aha) idle wl dilsl el Sigiata thaiers’tulelutelat cutter are 451,000 288,000 
ee Al LN ra Ne ie A eA Ne. alse oor YO at ah dec ide. aha) 's xara). ok gu aa Rear 233,000 80,838 
684,000 368,838 
Re MMnSSC ONC ITC ONIN LUXS ea einen te ee nate tel alie te anvist ose 'an aces) d/o s/afNl'n! sw Roe epee ©} 252,847 190,562 
NRA RE TE OS ACC I) Neo Met heen psy ear dles ohacrines. Sb halle epg tag) ea ec ora») ogvaatbescel nications aeotery Bees RS “ wn 
eee ea LYS cere ener ern ae ere e LT PL Ce et tte cele nek Paul atl cic Si ga Je! d sido bre lg he ieras Soke sana $ 252,847 $ 190,562 
PUSS SiN (ERS PSLRA EWS yo og I crt tS Eat ee $ 0.17 $ 0.19 
RU POUUCC Artis WICK SIALCr er einai) cee ay cis ek < (oP Tabeeyalinew Mie sistla sl eaves lly flee 698 $ 0.12 $ 0.13 
ASA LOE IC his Ane eee Ce nS etme Menu eM R AHHRE NA Shed Wis. cai Sd oelst ks ¢ « $ 0.61 $ 0.57 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


Year Ended July 31, 1989 


1989 1988 

Operating activities 
Cashflow fromoperations 2 a...i:pasicnaeliy keteeca saya ee nea ete en ee ek eee $ 936,847 $ 559,400 
Net change ininon-cash working capitalbalancesv sina eae rr nett ees (551,561) 483,189 
Cash flow fromoperationsiavallableforanvestincitae. ee eee eee et 385,286 1,042,589 


Investing activities 
Acquisition-of property/and equipment, suiue ans) < ee eee eee eee (3,481,891) (1,767,444) 
Petroleum and other incentive payments. arenes ence tere et a eee eee teers ea 344,014 356,772 


Cash used ininvesting activities! 0). aie cme scree ae nie le eee ee ee (3,137,877) (1,410,672) 


Financing activities 


Net proceeds (repayment) of long-termdebt. yi 2) ne ane eee 796,264 (900,000) 
INet proceeds: ol capitallileases.. \.io4-08 Gus ate ats ee. eed eee Bu he eae ec en eee 971,054 = 
Issuance of share. Capital niwiee! lame cien yes ile oa ER ee ee 828,148 1,181,602 
Sharercapital issuance COStS. fhe uke wh ate cc aude Gres ef career (3,001) (22,270) 
Decrease (increase)in Other Assets hic \ Weil asacs-niiae sole ete el Shs ae alee eee (10,126) 13,936 
Disposal or property and equipme;nt.... 2. - seca eases wom oe sofa tach ct iad ate a 81,445 200,399 
Gash provided: by linancing activities 420 428 Jeo ec acyl chant eee eee ee 2,663,784 — 473,667 
Gas Itisitlow: (OWwttlOw se sick tele CURA tas Mey aon ea pl OeTE MGAS (gee iy olla te a a ee (88,807) 105,584 
Cash(bank overdrait), beginning ofvvyear )./228 oa sale e ieti.. See eee 28,596 (76,988) 
Gash(bank overdrait)endiotivear aa an re geese eis cia). egen rails] ot pe pean ere $ (60,211) $ 28,596 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 


Year Ended July 31, 1989 


1989 1988 
Retatnedearnin gs; Deen nine O1Vean o.0.\ .0aemmnne cc ckakt nh), eee ae ee ee es $279,062 $ 88,500 
Netearmnings:-oigiol bscthagien): gnaminehecs ||... Me gmiiles itch: tee a al cdey rset al nt kes ee Ae Rie ere 252,847 190,562 
Retained. earnings eid Ol Vea tare pers cos jf ek ieee eae een eee ee a ee $531,909 $279,062 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


July 31, 1989 


1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


The consolidated financial statements of the Corporation are stated in Canadian dollars and have been 
prepared in accordance with accounting principles generally accepted in Canada which, in the case of the 
Corporation, conform in all material respects with International Accounting Standards. The significant 
accounting policies are summarized below: 


a) 


b) 


c) 


d) 


) 


Principles of consolidation 
The consolidated financial statements include, in addition to the accounts of the Corporation, the accounts 
of its wholly-owned subsidiaries. 


Exploration and development costs 


The Corporation follows the full cost method of accounting for exploration and development expenditures, 
wherein all costs related to the exploration for and the development of oil and gas reserves are initially 
capitalized. Costs capitalized include land acquisition costs, geological and geophysical expenditures, rentals on 
undeveloped properties, costs of drilling productive and non-productive wells, together with overhead and 
interest directly related to exploration and development activities. Proceeds on minor property sales are 
credited to the net book value of the property and equipment. Gains or losses are not recognized upon 
disposition of oil and natural gas properties unless such a disposition would significantly alter the rate of 
depletion and depreciation. 


Exploration and development costs are allocated to two cost centres, namely, Canada and the United States. 


Costs capitalized in the cost centres are depleted on the composite unit-of-production method based on 
estimated proven oil and gas reserves as determined by independent and Corporation engineers. 

In applying the full cost method, the Corporation performs a ceiling test which restricts the capitalized costs 
less accumulated depletion and depreciation for each cost centre from exceeding an amount equal to the 
estimated undiscounted value of future net revenues from proven oil and gas reserves, based on current 
prices and costs, and after deducting estimated future general and administrative expenses, financing costs 
and income taxes for each cost centre. In calculating the above cost centre ceiling tests, $1.50 Canadian per 
MCF of gas was used as the current price of gas and $22.00 Canadian per barrel of oil was used as the 
current price of oil. 


Depreciation 

Lease and well equipment are depreciated on the composite unit-of-production method. Other equipment is 
depreciated on the declining balance method at 20% per annum. 

Joint venture accounting 


Substantially all of the exploration and production activities of the Corporation are conducted jointly with . 
others and accordingly these consolidated financial statements reflect only the Corporation’s proportionate 
interest in such activities. 


Flow-through shares 

Share capital includes flow-through shares issued pursuant to certain provisions of the Income Tax Act 
(Canada). The Act provides that, where the share issuance proceeds are used for exploration, development 
and land expenditures, the related income tax deductions may be renounced to subscribers. Accordingly, 
these expenditures provide no income tax deduction to the Corporation. 

The value assigned to the properties upon which subscribers’ funds were expended is the actual dollar 
amount of the expenditures with share capital being recorded based on cash received. 


Accounting for changing prices 
No procedures have been adopted by the Corporation to reflect the impact on the financial statements of 
specific price changes, changes in the general level of prices, or both. 
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2. PROPERTY AND EQUIPMENT 


Accumulated 
Depletion Net Book Value 
and 
Cost Depreciation 1989 1988 
Petroleum and natural gas leases and nights 
including exploration and development 
thereon 37 Agua Be Ja esas sea see Ren eer ee $ 9,621,188 $4,214,200 $5,406,988 $4,515,045 
Lease and well-equipinieintiaen wan. cman oer 3,509,967 1,096,000 2,413,967 934,565 
Cheep ens acai era alas eer eel ore 102,806 TALS 31,191 30,104 
$13,253,961 $5,381,815 $7,852,146 $5,479,714 


During the year, the Corporation capitalized general and administrative expenses in the amount of $171,313 
(1988 - $179,845) and interest on long-term debt in the amount of $19,943 (1988 - $16,177). 


. OTHER ASSETS 
Other assets consist of: 


1989 1988 
IN@ieSsVnecelVab lege: Heals ius i coe ie hae ol sel aa ile Tanai eae ae en ea $ 57,550 $ 47,800 
ISON aheT MPEGS DIGS ce SPR a AN talescdt aa fic ol conor ilies Ol tac Soe ears ec Ot 167,430 167,054 


$224,980 $214,854 


a) Notes receivable 


Pursuant to share options exercised, the Corporation has advanced funds to certain employees to enable 
them to purchase Common Shares from treasury. The advances are non-interest bearing, are secured by 
promissory notes and are due on or before April 10, 1991. 


b) Long-term receivables 


The Corporation has a participation plan whereby certain officers and employees are allowed to participate 
up to a total of 10% of the Corporation’s working interest in new ventures. Amounts are non-interest bearing 
with no fixed terms of repayment. 


. CAPITAL LEASE 


1989 1988 
Capital leases. Sec Behe yeas pe ed ot) ee $971,054 So) as 
Less: Portion. due within One Year .).)..4 eee nye tne eet eee ee 215,733 — 
$755,321 $ — 


The obligation under capital lease is repayable in monthly payments of $30,100 which includes interest at 
14.11% and is secured by certain lease and well equipment. The lease expires March 1, 1993. 


The minimum principal payments due on this capital lease are as follows: 


LODO ae ae $215,733 
LODE on Tera ee 255,934 
[OOD ee eee 303,465 
LOOSE nee eee 195922 

$971,054 


. LONG-TERM DEBT 

Long-term debt consists of a bank production loan which bears interest at 1.25% over the Alberta Treasury 
Branches’ prime lending rate and is secured by a $3,000,000 fixed and floating charge debenture over the assets 
of the Corporation, a specific assignment of production revenue and a negative pledge covering certain oil and 
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gas properties. The loan is due on demand, however, the management of the Corporation does not anticipate 
the Alberta Treasury Branches to demand repayment within the next fiscal year. As a result, the bank production 
loan has been classified as a long-term liability. This credit facility totals $2,000,000, and will have an 
annual review on November 30, 1989. 


6. NON-INTEREST BEARING DEBENTURE 


The debenture is convertible, at any time, into 470,600 Common Shares of the Corporation and is secured by 
certain oil and gas properties. The debenture is non-interest bearing unless the debenture holder makes 
demand for repayment, at which time the debenture will bear interest at one percent over a Canadian chartered 
bank’s prime lending rate. The debenture has not been demanded for repayment. 

The management of the Corporation does not anticipate that the debenture holder will demand principal 
repayments within the upcoming fiscal year. As a result, the debenture has been classified as a long-term liability. 


. SHARE CAPITAL 
a) Authorized 


Unlimited number of Common Shares, voting, without nominal or par value 
470,600 Class A Shares, voting, without nominal or par value 
1,110,113 First Preferred Shares, non-voting, without nominal or par value 


b) Issued 
Stated 
Number Value 
Common Shares 
EIS LG AVGySS. NUON Up SM Ua) S22aFeSe lial Va etre te otf Cea ipa Ur EL Ue 1,308,991 SLU SLOT 
Issued pursuant to flow-through: share agreements i... le vie oy oem eaten soe SAIS SS) 818,398 
Iscvie# sO.cmployees Pursuant to:stock OpuOMm planh ic... wees we ke ee ee ee 7,500 DSU 
SLEW WeGena Jlall ni BM bb al STIS) ool Aen oa nae sa ae peed ce AeA ctr ha st Kei einai sn aes ed wea a 1,643,850 3565315 
Class A Shares 
NoVA e NUL DN a MS MC TTC ek ONS Ore eh ree eR Mn eon a he elgi aecehel Saye bays 470,600 47] 
First Preferred Shares 
DAlamC ee UAE a Cora LOSS ua enr ann cieden ruin ae ale SiGe Ganahe cea alk llqi(6 leila ats « 1,096,278 1,096,278 
Ares SL Cre ALAIN SSUIATICE COSTS icine tyne een eastern aed he BUR Sieg) wth 5 597,188 
$4,064,876 


c) The Class A Shares were issued to investors in conjunction with the $724,724 debenture (note 6). 
The shares are redeemable from time to time either upon the repayment of all or a portion of the outstanding 
principal amount of the debenture or upon conversion of the Class A Shares into Common Shares of the 
Corporation, on a basis that one Class A Share will be redeemed for each portion of the outstanding 
principal amount of the debenture equal to $1.54 which is either repaid or converted into Common Shares. 


d) The First Preferred Shares bear a 10% non-cumulative dividend accruing, upon declaration, from and after 
July 31, 1986. The shares are retractable, at the option of the holder, at a retraction value of $1.00 per share 
at the following rates based on the initial number of shares held by each holder: 

1991 to 2000 - 5% per year 

2001 to 2005 - 10% per year 
The shares are fully redeemable by the Corporation at a redemption value of $1.00 per share at the option of 
the Corporation at any time. 


e) As at July 31, 1989, 150,500 Common Shares have been reserved under the Corporation’s stock option plan. 
Options are exercisable at $1.30 per share and expire in 1998. 


f) Net earnings and cash flow per share have been calculated using the weighted average number of Common 
Shares of 1,529,398 outstanding during the year. 


a 


1] 


g) At the annual general meeting held on March 11, 1987, a special resolution was passed which authorized a 
reduction of the Corporation’s share capital by $4,649,889 being the deficit as at July 31, 1986 pursuant to 
Section 36(1) of the Business Corporation’s Act (Alberta). 


8. INCOME TAXES 


a) Income taxes are comprised as follows: 


1989 1988 

Deferred income faxes: Weinman scandent ar at ni aes cen Ae ee eee eee a es a $ 124,000 $ 97,000 

Income tax reduction resulting from utilization of loss carry-forward ........... (124,000) (97,000) 
es Suge 


Accounting losses carried forward are a recurring item and therefore are not considered to be extraordinary 
in nature. Accounting losses carried forward result from a previous year’s write-down of petroleum and 
natural gas leases and rights thereon. 


b 


— 


Income tax expense, comprised entirely of deferred income taxes, differs from that which would be expected 
from applying the effective Canadian federal and provincial income tax rates to earnings before income taxes. 
Details of the changes are set out below: 


1989 1988 


Paha Sse Baal: appt aba pp aka Aen Ree et 45.6% 50.5% 
Gomputed expected  ImCome taxes: 7.0 huss. smiley cca eames eee $115,298 $96,234 
Increase (decrease) in income taxes resulting from: 


Effective Canadian income tax rate 


Non-deductible crown payments, net of Alberta royalty tax credit ............... 34,809 17,241 
Resource: allowanceland earned depletion errr 1a tee ye ee een een eta (25,650) (9,216) 
Other 


siRriepaen Calg ihe’ Atle Beale VSS tases. Mate a ai ena cee eee nee (457) (7,259) 
ed GMRIE LAE tics alta oh AEN eg ta ON Tie ke DS $124,000 $97,000 


AUDITORS’ REPORT 


To the Shareholders 
Cube Energy Corp. 


We have examined the consolidated balance sheet of Cube Energy Corp. as at July 31, 1989 and the consolidated 
statements of earnings, retained earnings and changes in financial position for the year then ended. Our examination 
was made in accordance with generally accepted auditing standards, and accordingly included such tests and 
other procedures as we considered necessary in the circumstances. 

In our opinion, these consolidated financial statements present fairly the financial position of the Corporation 
as at July 31, 1989 and the results of its operations and changes in its financial position for the year then ended in 
accordance with generally accepted accounting principles applied on a basis consistent with that of the preceding year. 


Calgary, Alberta CUR Bonsur 


October 20, 1989 CHARTERED ACCOUNTANTS 
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FIVE YEAR CORPORATE PROFILE 


July 31, 1989 


1989 1988 1987 1986 1985 

FINANCIAL 
($ in 000’s Except Per Share Amounts) 
EE REE VC TILGS 50) foie ale race eee es Veo eatane darthchelare ona 4 $ 2,373 S Las $ 1,596 Seas $ 1,370 
eres HNO ROVALICS oi. eck ko 5 odes doe bas 919 To2 647 755 562 
Mreneial and Administrative... ce 6 bot eon eal ae 337 321 266 279 184 
RPE RRR TE TCL ancien, cath eal wre uilaee ds Aa acwlans 180 146 227 ies 108 
Te aN AN ME gn aS I ee et Nn 937 559 456 536 516 
ME MMMM Ue hate eh ce ey ccvay scale een Ss oh dialda OM DRIP AG 253 191] 89 con 122 
Pee HON SU ALC. | mine elder dar os cudnmltamiele latency + .61 ot tes) 1.20 1.40 
mee CE SATE 5 oe aisha g vale eiiielnuiliee Giniolahels st] 19 al 50 30 
Proenme Capital (Deficiency) 2.2.22 5 026s. de (404) (651) (273) (231) (1,721) 
CME ets like sive cau eM sal mae inna e ake amy ticd 725 725 q25 A ss, — 
MR SEO aloud ha besa tct aps 4.014 SUB Radsal aml a abd 1,596 800 1,700 Lv 23 1,625 
RTM SC Reg ale cea eee Aida Odea viee Huis arccsbenlialalh a 755 — — —_ vo 
RM ETRE COCURCUELUIT ES ic ha )8 ath aokcunbieun elalora ater pretiota 3,138 1411 312 1,966 2,718 
BOCES PE CUILY ciclo ical chia ule @ eee atedala + 4,597 B19 2,169 2,080 3,439 
(Sh TSS. 2 SUS. al IN GET aR Pl ee 9 ean a eR 9,552 6,802 ede) 6,840 8.514 
RESERVES 
Proved and Probable 

PMV ESO U Ratha cine a dade lt MU ht dda lena le Be 271 301 679 890 710 

BeMeP NV IVECD phe cctcies Woymiala iatateta) Su dia dull ilo daly tural Dla ie 13,164 11,485 3,574 4.436 3,478 
OPERATIONS 
Pra Oi) Producion = BDL. ii. ace ene sls tale alee 125 106 135 139 75 
Bee as Production = Mich)... il ace eee ba dle 2,068 1255 335 101 171 
DRILLING 
Mee ieee (Maina hater AGS uocagha wtih UA 1 4 0 7 10 
ae Pree ee ene eo Mole aha Alga aces a/P 1h Na" pata whagt t's Aah 17 5 I | 4 
PCa Adan es eek hk wurcucnWemeiy a eral 3 2 0 2 3 
eal) No Na ps hte ale cen hs aot alae ale 9 Kp 10 Ty cal 
Peer OE Niet re rata Me ac al io aca a hail 21 1h l 10 18 
LAND HOLDINGS 
BPRS e NCR ACIOS be e.aies acre lang & seid ltl vials momeielas aya nts 19,750 © 14,838 10,478 10,518 np Ne te, 
ASSET VALUE 
15% Discount Factor 

Merve Ce rte a tata UC! eT A ea TE Ly oy $12,260 $10,266 $ 8,092 $ 8,436 $ 9,090 

Pe icnOts ManaM io GeiAain Uy uUeall sieinied aie aaa t ua 1,723 1222 568 1,424 2,408 

atl aor tee tearetiene Gaye ge nee ts Maven alee nleyn ba | 129 125 136 213 
“CULES ONE ic et a SCP aL a aR ee $14,260 $11,617 $ 8,785 $ 9,996 $11,711 
PWERBEE OR IMOIOVECS ctr tas ara. e ees ed sgt Vacate 6 6 5 6 > 


*Before unusual items 
nn aaa 


S 


CUBE ENERGY CORP. 
#800, 926 - 5 Avenue S.W. 
Calgary, Alberta 
T2P 0N7 


